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I. SumMMARY STATEMENT 


In his annual Financial Statement presented on April 10, 1951, the 
Minister of Finance of the Dominion of Canada submitted estimates 
of the receipts and expenditures of the Dominion Government for the 
fiscal year ending March 31, 1952, which, under the existing tax law, 
showed a deficit of $375 million. Tax proposals were advanced which 
will increase estimated collections in the fiscal year 1952 by $405 mil- 
lion, thus producing an anticipated surplus of $30 million and keeping 
the accounts of the Dominion Government on a pay-as-you-go basis. 

The estimates of receipts and expenditures contained in the Finan- 
cial Statement are summarized in table I 


TABLE I.— Summary data 


{In millions of dollars} 
Estimated 
Actual, 1952 
1950 
1951 
Before tax| After tax 
changes changes 
Teena 2 ras ee ee 2, 580 3, 105 3, 325 3, 730 
Expenditures__-.........------ 2, 449 2, 902 3, 700 3, 700 


Surplus (+) or deficit (—). +203 —375 +30 





The estimated total expenditures for the fiscal year 1952 are about 
27 percent higher than those for the fiscal year 1951. The estimated 
receipts under the existing tax law are up only 7 percent. In the 
absence of increased taxes this difference would convert an estimated 
surplus of $203 million for 1951 into the aforementioned deficit of 
$375 million for 1952. The Finance Minister stated that the antic- 
ipated deficit under the existing tax law would be even larger on a 
cash basis but did not indicate its exact amount. 

The estimated expenditures for 1952 are about half again as large 
as the actual expenditures for the fiscal year 1950, the last year prior 
to the outbreak of the Korean hostilities. The increase is due to the 
expansion of the Dominion’s national defense program. 

The tax proposals submitted in the Financial Statement are based 
upon the conclusion that the inflation problem in Canada will not 
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permit the operation of the Dominion Government. on a deficit basis. 
Attention is directed to the substantial rise in wholesale prices during 
the calendar year 1950, and particularly to the fact that the greater 

ortion of the increase came after the beginning of the Korean War. 

he index of wholesale prices appended to the Statement rises from 
205.8 in May 1950 to 240 in obras 1951 in spite of an increase in 
production. The combined effects of the changes in prices and pro- 
duction are shown in the estimate of the Dominion’s gross national 
product which rises from $16.4 billion in the calendar year 1949, to 
$17.8 billion in 1950. 

A further increase of 12 percent in gross national product is forecast 
for the calendar year 1951. The estimates of receipts and expenditures 
for the fiscal year 1952 are based upon the assumption that the gross 
national product will reach $20 billion in 1951. 

The Finance Minister called attention to the fact that in a fully 
employed economy expanded armament production requires reduced 
expenditures in other areas. He suggested that the most appropriate 
adjustment would be to cut down private-capital investment and 
expenditures for consumer durable goods. The tax changes suggested 
in his Statement attempt to implement this policy. 

The anti-inflationary program set forth in the Financial Statement 
includes a reduction in nondefense expenditures, the continuance of a 
pay-as-you-go policy in the Dominion Government’s budget, intensi- 
fied restrictions on the expansion of bank credit and other types of 
loans, the stimulation of private saving and the limited use of direct 
controls. 

As was noted above the current tax program is expected to increase 
the revenues by $578 million in a full year’s operation. This is the 
second tax increase since the outbreak of the Korean War. The first 
was announced in September 1950 and was estimated at the time to 
increase the revenues by about $190 million in a full year’s operation. 
The two programs combined probably represent an increase of about 
25 percent in the taxes imposed by the Dominion Government. 

f the current increase roughly 40 percent results from a rise in the 
rate used under the manufacturers’ sales tax and from an expansion 
in the selective manufacturers’ excises. The remaining 60 percent is 
divided between the individual income tax and the tax on corporate 
net income.’ The Dominion Government has not as yet enacted an 
excess profits tax. 

The estimated expenditures of the Dominion Government for the 
fiscal year 1952 are about $266 per capita. This represents an 
increase of approximately 65 percent over the per capita expenditure 
of $161 in 1949, when the Dominion budget was smaller than in any 
of the other years following the close of World War II. The expendi- 
tures of the Federal Government of the United States in the fiscal 
year 1952, as estimated in the President’s budget message, represent 
a per capita expenditure of about $466. This is an increase of about 
74 percent over the per capita expenditure of $268 in 1949. 

In the calendar year 1950 the Dominion Government’s expendi- 
tures were about 13 percent of oe national product. The combined 
expenditures of the Dominion, Provincial and municipal governments 
were about 23 percent of the gross national product. In the United 
States in the calendar year 1950 the expenditures of the Federal 
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Government were about 14 percent, and the combined expenditures 
of = levels of government were about 22 percent of the gross national 
product. 

In the calendar year 1950 the receipts of the Dominion Government 
were about 20 percent of national income. In the same year the 
receipts of the Federal Government in the United States were 16 

ercent of national income. The corresponding percentages for all 
evels of government are 32 percent in Canada and 29 percent in the 
United States. 


Il. THE EXPERIENCE OF THE FISCAL YEAR 1951 


Table II shows the various estimates of receipts and expenditures 
for the fiscal year 1951 which has just closed: 


Tas_e Il.—The 1951 budget 


[In millions of dollars] 


Estimates of— Net in- 

crease, 

March 

March |September| March a 

1950 1950 1951 - 
1951 

SON ee wus 2, 430 2, 669 3, 105 +675 
MXN oe oc oc cise 2, 410 2, 654 2, 902 +492 
i a +20 +15 +203 | +183 





On March 28, 1950, it was estimated that expenditures in the fiscal 
year 1951 would be about $2.4 billion, which was virtually the same as 
the estimate for the fiscal year 1950. The Finance Minister indicated 
at the time that this spending level probably represented the final 
outcome of the postwar adjustment and asserted that a further 
reduction could be made only by “reducing governmental activities 
or social security pay.’”’ At that time existing taxes were estimated 
to cover the proposed expenditures and leave a small surplus. There- 
fore, the tax proposals submitted on March 28, 1950, did not involve 
a net increase in revenue. 

A revised set of estimates was issued on September 7, 1950. The 
estimated total expenditure for the year was increased from $2.4 bil- 
lion to $2.7 billion on the basis of an expanded military program. The 
estimate of receipts was increased from $2.4 billion to $2.6 billion. 
This change was attributed to the unexpectedly high levels of eco- 
nomic activity which appeared as the year progressed. In addition, 
tax increases were announced which were designed to increase collec- 
tions by about $190 million in a full year’s operation, and about $59 
million in the fiscal year 1951. As a result the estimate of 1951 
receipts was raised to about $2.7 billion and a surplus of $15 million 
was forecast. 

The revised estimates submitted in the current Financial Statement 
are substantially larger than those of last September. Expenditures 
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in 1951 are now estimated at $2.9 billion instead of $2.7 billion. The 
increase is attributed to an unexpected large transfer of military 
equipment and related items to members of the North Atlantic 
military alliance and to unanticipated expenditures on the account of 
the Canadian Wheat Board and the Dominion’s pension fund. 

The 1951 receipts are now estimated at $3.1 billion. This repre- 
sents an increase of $436 million over the estimate of last September. 
Since the increase in receipts is larger than that of expenditures, the 
estimated surplus is now $203 million. In commenting on these 
figures, the Minister of Finance referred to “the extraordinary buoy- 
ancy of our revenues” and stated that ‘‘the unprecedented collections 
for the fiscal year are essentially a reflection of the high rate of eco- 
nomic activity generally during 1950, * * *.” 

The most recent estimates indicate a cash surplus of $180.8 million. 


Ill. THe Proposep Tax CHANGES 
(A) SUMMARY 


The revenue effects of the current tax proposals are summarized 
in table IIT: 


TaBLe III.— Additional receipts resulting from the current tax proposals 


{In millions of dollars] 


Fiscal 
sahie Full year 


1951-52 | fleet 


Personal income tax, 20-percent surtax._-.--..--.----- 85. 0 158. 0 
Corporation income tax, 20-percent surtax and deferred 

depreciation ___- Lemna sgieh ine o ReREE etic aetna 4 | 116. 0 175. 0 
Other income tax chatiges.._......5.0220522..-22 55... 10. 0 10. 0 
Sales tax, increase in rate from 8 percent to 10 percent. _| 105. 0 125. 0 
Excite Changetcs i026. 26h ss eee saeaieneieeneeee 89. 0 110. 0 


Modha OE 6 Se a See kena aes | 405. 0 | 578. 0 


moe TV Camnarieon of individual income tax burdens under the laws of the Dominion of Canada and the Federal Government of the United 
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6 SUMMARY OF THE BUDGET OF THE DOMINION OF CANADA 


(B) THE INDIVIDUAL INCOME TAX 


Individual income tax liabilities are increased by the addition of a 
“defense surtax’”’ equal to a flat percentage of the amount due under 
existing law. The full increase of 20 percent is effective in 1952. 
The increase in 1951 is 10 percent. Withholding rates are to be 
increased by one-fifth on July 1, 1951. 

This is the first increase in individual income tax burdens since the 
beginning of the Korean War. The Minister’s Statement of last 
September indicated that no increase in this tax was being proposed 
at that time because of the pressure of the increase in the cost of 
living, the burdensomeness of the existing rates, and a desire “‘to avoid 
increasing any taxes that will in any way discourage production, 
efficiency, and output.’’ The current Financial Statement reflects a 
strong disinclination to depart from the rate structure evolved in the 
post World War II legislation. The use of a flat percentage of the 
tax due under existing law as a formula for producing the addi- 
tional revenues required at the present time reflects this desire to 
avoid a “‘major reconstruction” of the existing tax system, as well as 
a hope that the need for additional revenue will prove to be temporary. 
An increase which takes this form also establishes an obvious pattern 
for any reduction which might become feasible at a later date and this 
tends to perpetuate the rate schedule upon which the percentage 
increase is superimposed. Admittedly, a more thorough revision 
of the individual income tax rate schedule will be necessary if it 
develops that the need for increased revenue is of extended duration. 

Table IV shows the individual income tax burdens under the current 
proposal in 1951 and 1952, as well as the burdens imposed under the 
existing law and under the law in effect in 1944, when the rates were 
at their World War II peak. For comparative purposes the burdens 
under the existing Federal income tax law in the United States are also 
shown, as well as those imposed in 1944. 

When the “‘defense surtax’”’ is fully effective in 1952, the burdens 
imposed on single individuals under the Dominion law will still be 
very much lower than at the World War IT peak. For instance, in 
1952 an income of $100,000 will have a tax liability about 80 percent 
of that under the 1944 law. The difference increases as the income 
grows smaller. For an income of $10,000 the 1952 burden is about 
55 percent of that of 1944, while for incomes of $5,000 or less the 1952 
burdens will be less than half of those imposed in 1944. 

Although the burdens on single individuals under the existing Fed- 
eral income tax law in the United States are also somewhat below the 
World War II peak, the differences are very much smaller than in 
the case of the Dominion income tax law. 

For married couples the net difference between the prospective 1952 
burden under the Dominion law and the actual burden in 1944 is 
similar to that which appears in the case of a single individual. How- 
ever, under the Federal income tax law the current burdens are a 
much smaller proportion of those present at the World War II peak 
in the case of married couples with larger incomes than in the case of 
single individuals with incomes of like size. ‘This reflects the benefits 
which such married couples derive under the income splitting formula 
introduced in the Revenue Act of 1948." 


1 Public Law 471, 80th Cong., sec. 301: 
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TABLE V.—Comparison between the proposed 1952 individual income-tax burdens 
in the Dominion of Canada and the combined Federal and State tax burdens under 
the existing laws of selected States and the Federal Government 


I, SINGLE PERSON—-NO DEPENDENTS 














Income after | North 
deductions | Canada| New Cali- : Teeet te | gy Colo- 
but before | (1952)? | York | fornia’ Georgia | Virginia | ba rado 4 
exemptions ! | | — 

} | 

Saino | ST ene tearati 

$700 $20 $20 | $20 | $20 | $20 $20 

$800 40 40 40 | 40 | 40 40 

i... .. 80 | 80 80 | 80 | 80 81 

$1,200. - | $36 | 124 120 121 | 124} 126] 123 

$1,500 __ - 90; 189} 180 183 | 190 195 | 185 

$2,000 _ _ 180 | 298 | 280 | 287 | 300 | 310 | 288 

$3,000 _ _ _ - 384 533 | 498 | 508 | 528 | 548 | 505 

$4,000 _ _- 612 780 | 728 | 744 768 | 808 | 737 

$5,000______| 840 1, 052 | 974 | 996 | 1,034! 1,084 | 986 

$10,000 _ _. 2,352 | 2,778 2,546 | 2,609 | 2,756 | 2, 856 | 2, 581 

$20,000 _ - 7,152 | 7,914 7,362 | 7,405 | 7, 762 8, 052 | 7, 439 

$50,000_____| 26,177 | 29,250 | 28,518 | 27,511 | 28, 708 | 29, 598 | 27, 729 

$100,000____| 64, 457 | 72,810 | 71,928 | 68, 592 | 71,618 | 73,508 | 68, 906 

$200,000 1151, 697 |168, 592 |167, 410 |158, 810 |166, 100 1169, 990 | 159, 230 

| } | | } 





Il. MARRIED COUPLE-——-2 CHILDREN OF FAMILY-ALLOWANCE AGE 








} } l 

$2,000. - | -$144 . ‘ibid |. geal | ape deles sas 

$3,000 _ 18 | $120} $120; $120} $132] $132 | $120 
$4,000 _ - | 179 | 333 320 324 | 352 | 362 | 325 
$5,000... ___| 400 | 557 527 534 | 572 | 596 | 534 
$10,000_____ | 1,754 / 1,813 | 1,649| 1,706} 1,842; 1,916| 1, 685 
$50,000_____| 25, 175 | 21, 601 | 20, 169 | 20,371 | 21,134 | 21,982 | 20, 645 
$100,000____| 63,299 57,779 | 56, 154 | 54,587 | 56,662 | 58,510 | 55, 031 


$200,000. - -|150, 461 |144, 719 |142, 794 |136, 582 |142, 302 |146, 150 | 137, 220 


1 Net income for both Federal and State tax purposes, except for Georgia and 
Colorado. In these States the net income for State tax purposes is that shown 
less the Federal income tax, since the Federal tax is allowed as a deduction from 
income in computing the State tax due. 

2 Assumes all income up to $30,000 is entirely earned income and all income 
over $30,000 is investment income. No allowance is made for the 10-percent 
credit for dividends received. Assumes in the case of married couple family- 
allowance payments of $144 ($72 per child). Minus signs indicate that the 
family allowances exceed the income tax by the amounts shown. 

3’ Assumes all income received by the married couple is earned by 1 spouse 
and is community-property income. : 

4 Assumes no income from interest and dividends. 


Since the Canadian Provinces do not levy an individual income tax, 
a somewhat more accurate comparison between the tax burdens in 
Canada and in the United States is shown in table V. This table com- 
pares the liabilities under the Dominion law in 1952 with the combined 
burdens under the Federal and State individual income tax laws in 
selected States. The combined Federal and State burdens for single 
individuals and married couples with incomes of $5,000 or less are 
larger in these States than in the Dominion. However, among married 
couples with larger incomes the burdens in the Dominion will be larger 
than in the States shown in table V. Here again the difference between 


84134—51———2 
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the comparative burdens of married couples with relatively large 
incomes and single individuals with corresponding incomes reflects 
the income splitting formula used under the Federal income tax law 
in the United States. 

In addition to the ‘‘defense surtax”’ the Minister’s current proposals 
include certain technical changes in the individual income tax law. 
Chief among these is the authorization of deductions with respect to 
amounts paid for— 

(a) Traveling expenses that the officer or employee is required 
to incur by the contract of employment, 

(6) Professional membership dues where the officer or employee 
is required by the contract of employment to maintain his pro- 
fessional status, 

(c) Office rent or salary to an assistant or substitute required 
by the contract of employment to be paid by the officer or em- 
ployee, 

(d) Supplies consumed directly in the course of the employ- 
ment for which the officer or employee was required by the con- 
tract of employment to pay, and 

(e) Union dues. 

All but the first of these items are generally deductible under the 
Federal individual income tax law in the United States and the latter 
permits the deduction of traveling expenses in certain cases. 

A second proposal authorizes the deduction as medical expenses of 
amounts paid for certain drugs.* Existing law permits the deduction 
of ‘“‘medical expenses’’ in excess of 4 percent of the taxpayer’s income. 
A corresponding provision in the Federal income tax law in the 
United States allows the deduction of medical expenses in excess of 
5 percent of adjusted gross income. 

Finally, regulations are authorized which will permit the with- 
holding, at the election of the taxpayer, of the full tax due from mem- 
bers of the Armed Forces with respect to their service incomes. 

As table III indicates, the new defense surtax on individual incomes 
is expected to produce an additional $85 million in the fiscal year 1952, 
and $158 million in a full year’s operation. The latter is roughly 27 
percent of the total tax increase which is being made at this time. 


(C) THE CORPORATE INCOME TAX 


The Finance Minister also proposes to use the device of a flat 
percentage increase in the amount of tax due under existing law as a 
means of increasing the yield of the corporate income tax. During 
the years following World War II the rates under this tax were cut 
from 40 percent to 10 percent of the first $10,000 of income, and 
33 percent on the balance. In the first post-Korean increase of last 
September the rates were increased to 15 percent and 38 percent, 
respectively. The current proposal is to add a “defense surtax”’ to 
that portion of the tax due under existing law which is imposed at 
the 38-percent rate. The defense surtax applies at the rate of 20 
percent to “income earned after the commencement of the 1951 
calendar year.”’ 


2 The drugs in qvestion are insulin, cortisone, adrenocorticotrophin (ACTH), liver extract injectible for 
pernicious anemia and vitamin b 2 for j ernicious anemia purchased under a physician's prescription. 


h) 
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The combined result of the defense surtax and the rate increase of 
September 1950 is a corporate tax rate of 15 percent on the first 
$10,000 of income, and 45.6 percent on the balance. This compares 
with a surtax rate of 22 percent and a normal tax rate of 25 percent 
under the existing corporate income tax law of the Federal Govern- 
ment of the United States. Since a $25,000 exemption is allowed 
under the surtax, the combined rate under the Federal law is 25 per- 
cent on the first $25,000 of income, and 47 percent on the remainder. 
Thus, in effect, the Dominion now imposes on income in excess of 
$10,000 a corporate income tax rate which is 5.6 points higher than 
the peak rate of World War II, while the Federal Government of the 
United States now imposes on income in excess of $25,000 a corporate 
— tax rate which is 7 points higher than that used during World 
War II. 

Table VI shows the burdens and effective rates under the existing 
Dominion corporate income tax law and under the “defense surtax”’ 
as well as the burdens and effective rates under the Federal corporate 
normal and surtaxes in the United States. The burdens and rates 
under the proposed Dominion tax will be less than those under the 
Federal normal and surtaxes in the case of corporations with incomes 
below $14,854, larger than those under the Federal law in the case 
of corporations with incomes between $14,854 and $174,286, and 
smaller than the burdens under the combined normal and surtaxes 
under the Federal law when the corporate income exceeds $174,286. 

However, the relative tax burdens imposed on corporations in the 
two countries are affected substantially by the fact that the Dominion 
does not impose an excess-profits tax while the Federal Government 
of the United States imposes a 30-percent tax on excess profits. 
The latter tax, in combination with the corporate normal and surtaxes, 
produces a combined maximum marginal rate of 77 percent, and a 
combined maximum effective rate of 62 percent. A strong statement 
rejecting this form of taxation appeared in the Minister’s statement of 
last September where it was argued that such a tax would, under 
existing economic conditions, be unproductive, constitute an invita- 
tion to corporate extravagance and waste, and work inequities. At 
that time the Minister of Finance expressed the opinion that such a 
tax would be acceptable only under conditions of total war. In his 
current message he makes the following statement: 

I shall not repeat what I said about the excess-profits tax last September. [ 
still believe that it is not a sound tax except under very special circumstances, 
and I do not believe we have reached that point. 

In comparing the tax burdens imposed on corporation income in the 
United States and Canada it must also be remembered that the 
Dominion law allows a 10-percent tax credit to the recipients of 
dividends on the preferred and common stocks of Canadian taxpaying 
corporations. No similar credit is allowed under the Federal income 
tax law in the United States. 

The Dominion’s new defense surtax on corporate income in excess 
of $10,000 is hedged with a proviso designed to prevent the tax from 
reducing a corporation’s taxable income (after the Dominion income 
tax but before the Provincial income taxes) to less than 5 percent of 
the ‘‘capital employed.” This feature of the proposal is intended to 
prevent an excessive burden in the case of companies which ordinarily 
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SUMMARY OF THE BUDGET OF THE DOMINION OF CANADA 1] 


earn a comparatively low rate on their investment, such as public 
utilities whose prices are subject to regulation. Although there is no 
counterpart in the regular corporate income tax law of the Federal 
Government in the United States, a similar provision is contained in 
the excess profits tax law. The latter allows* a minimum credit for 
certain specified types of regulated industries, which credit consists of 
the sum of the ie normal tax and surtax payable by the corpora- 
tion for the taxable year in question plus either 6 percent or 7 percent 
of the combined equity and borrowed capital of the corporation and 
minus the interest payable on the borrowed capital. 

In addition to the defense surtax the current proposals include a 
number of technical provisions relating to the Dominion’s corporate 
income tax law. 

The most spectacular of these is a restriction on the depreciation 
deduction. Under the proposal! the right to deduct depreciation on 
capital assets acquired after April 10, 1951, is deferred for a period of 
4 years except when the assets are acquired for (a) the production 
and distribution of electricity, gas, water; the provision of telegraph 
and telephone services; pipelines, gas- and oil-well equipment; lumber- 
ing equipment; patents and franchises; or (6) for use by individuals 
in farming, fishing, or professional service; or (c) where immediate 
depreciation is authorized by the Minister of Trade and Commerce. 
Such authorization will take the form of the issuance of certificates 
in cases where the assets are acquired for (a) defense purposes; (5) the 
production and distribution of primary products in the farming, fishing 
mining, petroleum, lumber and pulp and paper industries; or (ec) direct 
use in a transportation or communication business. An asset acquired 
after April 10, 1951, which does not fall in any of these categories will 
be depreciated over the normal term but the deductions will not begin 
until 4 years later. 

The Finance Minister indicated that this depreciation policy is a 
major element in the program of restricting the volume of private 
capital investment. It should also tend to divert the remaining 
investment into the enumerated categories. 

The system of certificates covering outlays for defense and other 
stated purposes resembles that set up in the United States under the 
Revenue Act of 1950.4 However, under the Dominion proposal the 
function of the certificate is merely to preserve the ordinary deprecia- 
tion charges, while the Certificates of Necessity issued in the United 
States permit the substitution of a 5-year depreciation period for the 
more extended period which is ordinarily allowable. 

The second major technical are in the corporate income tax is 
the withdrawal of the privilege of filing consolidated returns for tax- 
able years ending after December 31, 1950. Under existing law such 
returns may be used subject to the payment of an additional tax of 
2 percent of the consolidated taxable income. This is similar to the 
Eyes contained in the Federal income tax law in the United 
States which permits the filing of consolidated returns subject to the 
payment of a special tax of 2 percent of the consolidated corporation 
surtax net income of the affiliated corporations. The removal of 
this 2-percent penalty tax has frequently been advocated in the United 
States on the ground that the consolidated return should be encour- 
aged as a more accurate method of reporting the income of a group 


4 Public Law 909, Sist Cong., sec. 448. 
‘Public Law 814, 81st Cong., sec. 216. 
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of closely related corporations. No explanation is given in the finan- 
cial statement for the withdrawal of the privilege of using consolidated 
returns under the Dominion’s corporate income-tax law. 

A third technical change deals with a provision introduced in 
March 1950 which permits closely held corporations to ‘‘capitalize”’ 
their undistributed earnings. Under existing law such corporations 
can, by paying a tax of 15 percent, bring into a ‘‘capital’’ account all 
undistributed earnings accumulated up to the close of 1949, as well 
as undistributed earnings accumulated thereafter in an amount equal 
to the dividends paid out. Earnings so taxed and capitalized are 
not subject to the individual income tax in the event of subsequent 
liquidation or distribution. It is reported that more than $90 million, 
or about 11 percent of the yield of the corporate income tax in the 
fiscal year 1951, was collected under this provision. It is now pro- 
posed to allow the same privilege to corporations generally, but in 
the case of a corporation controlled by another corporation, the 
privilege is to be limited to the undistributed income on hand at the 
end of 1949. 

The Minister’s current proposals also include a measure designed 
to amend the application of the reduced rate of 15 percent on the first 
$10,000 of income in the case of ‘‘related” corporations. Under exist- 
ing law only one of the related corporations may claim this preferential 
rate. The proposal is to amend the definition of a related corporation 
so as not to include those controlled by persons not dealing at arm’s 
length unless such persons own shares in the capital stock of both 
corporations. 

A number of special tax incentives for the extractive industries 
which would otherwise have lapsed are being extended. 

As table III indicates, the corporate defense surtax and the defer- 
ment of depreciation on assets purchased after April 10, 1951, are 
estimated to increase collections in the fiscal year 1952 by $116 million 
and by $175 million in a full year’s operation. The latter accounts for 
roughly 30 percent of the total increase in tax revenues under the 
current proposals. 

(D) SALES TAX 


The Dominion has long used a manufacturers’ sales tax as a major 
source of revenue. The rate under this tax is raised from 8 percent 
to 10 percent effective April 11, 1951. There is only one minor change 
in the base upon which the tax is imposed.’ The change in the rate 
is expected to produce an additional revenue of $105 million in 1952, 
and $125 million when fully effective. The latter represents about 
20 percent of the total tax increase made at this time. 

The Minister of Finance defended the substantial reliance which 
the Dominion places upon the sales tax by pointing out that the latter 
is not actually regressive except on incomes in excess of $7,000 to 
$8,000 a year. Indeed, as a result of the exemption of food, fuel, build- 
ing materials and a long list of other items, the percentage of the tax- 
payer’s income taken by the sales tax is reported to increase with the 
size of the income until the latter exceeds $6,000 a year. These 


+ The tax is removed from cortisone and adrenocorticotrophin (ACTH). 
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conclusions are attributed to a recent study of family budgets made 
by the Dominion Bureau of Statistics. The regressivity of the sales 
tax on incomes in excess of $7,000 to $8,000 a year is justified on the 
ground that at these levels the income-tax burdens begin to be sharply 
progressive. 

(E) THE EXCISES 


In addition to the sales tax the Dominion imposes a series of specific 
excises. As a result of their revision in the legislation of the years 
following the close of World War II, it is possible to divide these excises 
into three well-defined groups: the excises on liquor, those on tobacco 
products, and the selected manufacturers’ excises. In appraising the 
severity of the Dominion’s excises it should be borne in mind that they 
are levied in addition to, rather than as a substitute for, the general 
sales tax. 

Prior to September 1950 the manufacturers’ excises used a uniform 
rate of 10 percent. This was raised to 15 percent in September 1950, 
at which time the list of items subject to tax was also increased, and 
a new excise using a 30-percent rate was imposed on the manufac- 
turers’ price of soft drinks, candies, and chewing gum. 

The current proposals increase to 25 percent the rate imposed on 
the articles previously taxed at 15 percent, apply a 15-percent rate to 
a list of items not subject to a selective excise under existing law, and 
reduce the rate on candy, confectionery, and chewing gum from 30 
percent to 15 percent. The 30-percent rate is retamed for soft 
drinks. Table VII lists the items subject to each of the three rates 
now in effect. 

The taxes on cigarettes and manufactured tobacco are also increased 
under the current proposals. The cigarette tax is raised from $10 
a thousand, to $11.50 a thousand. This compares with a rate of 
$3.50 per thousand imposed by the Federal Government in the 
United States. There was no increase in the taxes on tobacco prod- 
ucts in September 1950, the reason given at that time for allowing 
the existing rates to stand being that these rates were very much 
higher than those applied in the United States. 

‘No change is proposed currently in the rates levied by the Dominion 
on alcoholic beverages. These rates were increased in September 
1950. The rate on distilled spirits was raised at that time from $11 
to $12 per proof gallon. This is equivalent of a rate of $8.76 on the 
type of proof gallon used in the United States. The rate now imposed 
OF, the Federal Government in the United States is $9 per proof 
gallon. 

In September 1950 the Dominion’s tax on malt was increased from 
16 cents per pound to 21 cents per pound, or about 30 percent. The 
Federal Government of the United States taxes beer and other malt 
liquors on a per barrel basis. 

Table III mdicates that the current excise tax changes will produce 
an additional $80 million in the fiscal year 1952, and $110 million 
annually when fully effective. The latter accounts for nearly 20 
percent of the current tax increase. 
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Table VII. Excises imposed by the Dominion Government other than those on liquor 
and tobacco 


I. Items taxable at a 25 percent rate: 

Toilet preparations, including shaving cream and shaving soap. 

Automobiles. 

Tires and tubes. 

Luggage, handbags, wallets, toilet cases, trunks, golf and sport bags, 
and similar items. 

Jewelry, watches, clocks, and similar items. 

Cameras, film, and projectors. 

China, earthenware, glassware, pewterware, porcelain articles, 
potteryware, marble articles, and stoneware. 

Smokers’ accessories, including lighters, pipes, cigar and cigarette 
holders, and ashtrays. 

seek accessories and sets, pens, propelling and ink pencils. 
urs. 

Matches. 

Radios, phonographs, and television sets. 

Coin-operated machines, including slot machines. 

Electrical appliances and equipment adapted to household use, 
viz, blankets; chafing dishes; coffee makers; curling irons or 
tongs; dishwashers; food or drink mixers; food choppers and 
grinders; floor waxers and polishers; garbage-disposal units; hair 
dryers; irons and ironers; juice extractors; kettles; portable 
humidifiers; razors and shavers; toasters of all kinds; vacuum 
cleaners and attachments; and waffle irons; but not including 
stoves, washing machines, or refrigerators. 

(15) Firearms, parts, and ammunition not used for police or military 

purposes. 

(16) Motorcycles and other two- or three-wheeled motor-driven vehicles 

including motors for attachment to bicycles. 

(17) Golf clubs and golf balls. 

(18) Fishing rods and fishing reels. 

II. Items taxable at a 30-percent rate: 

(1) Soft drinks. 

III. Items taxable at a 15-percent rate: 

(1) Stoves, hot plates, grills, and other appliances when adapted wholly 
or in part for cooking and when designed for using other than 
solid fuels. 

(2) Washing machines operated by electric or other power. 

(3) Electric, gas, or kerosene refrigerators and freezing equipment and 
complete parts therefor including coils, condensing or com- 
pressor units, motors, cabinets, boxes, evaporators, and expansion 
valves. 

(4) Candy, chocolate, chewing gum, and confectionery that may be 
classed as candy or a substitute for candy. 


IV. Tue Rewative ImpeorTaNcE OF PARTICULAR SOURCES OF 
REVENUE 


Table VIII shows by major sources the Dominion revenues in the 
fiscal year 1950 and the anticipated revenues under the current tax 
proposals in the fiscal year 1952. The table also shows for compara- 
tive purposes similar data relating to the revenues of the Federal Gov- 
ernment of the United States in the fiscal ro 1950 and 1952. It is 


clear from the percentages shown in the table that the principal effect 
of the current tax proposals is to increase the relative importance of 
the corporate income tax in the Dominion’s tax system. It is clear 
also that both the corporate and individual income taxes are sub- 
stantially less important in the Dominion’s tax system than they are 
in that of the Federal Government of the United States. This differ- 
ence is due to the relatively heavy reliance which the Dominion 
Government places on various forms of sales taxation. 
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Taste VIII.—Distribution of revenue by major sources, the Dominion Government 
eee and the Federal Government of the United States for the fiscal years 1950 
and 1952 


Canada United States 
1950 1952! 1950 1952 2 


Amount? | Percent}/Amount | Percent Amount | Percent! Amount ¢ Percent 
i 


Individual income tax . 

Corporate income tax-_.....- 25. 6 10.9 

Sales and excise taxes ‘ 29.4 7.6 
315 9.5 .4 
337 10.1 5.0 


2,580} 100.0 om 100.0 | 41.3 


1 After proposed tax changes. 

2 As estimated by the Staff of the Joint Committee on Internal Revenue Taxation. 
3 In millions of dollars. 

4 In billions of dollars. 


V. Historicat Recorp or Recerprs, ExPENDITURES, AND Dest 


Table IX shows the receipts and expenditures of the Dominion 
Government for the fiscal year 1939 and for the years 1945 through 
1952. The total expenditures in 1945 were nearly nine and one-half 
times as large as those of 1939. Thereafter, expenditures declined to 
a low point in 1949 when they were roughly 40 percent of the 1945 
total. Expenditures began to rise again in 1950; the increase was 
accelerated in 1951; and an even larger rise is forecast in 1952. 


TaBLe 1X.—Total receipts, expenditures, and surplus (+) or deficit (—) in selected 
fiscal years, the Dominion Government of Canada 


{In millions of dollars] 


Surplus 
Fiscal Year Receipts on (+) or defi- 
‘es cit (— ) 


553 —51 
5,246 | —2, 558 
5,136 | —2, 123 
2, 634 +374 
2, 196 +676 
2, 176 +596 
2, 449 +132 
2, 902 +203 
3, 700 +30 


1 As estimated in the Financial Statement. 
2 After proposed tax changes. 


Nore.—Figures are rounded. 


Although the Dominion’s receipts were more than five times as 
large in 1945 as in 1939, there was a deficit in 1945 of nearly $2.6 
billion. A somewhat smaller deficit occurred in 1946, but there- 
after the Dominion budget showed a surplus in each fiscal year. The 
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current tax program is expected to produce another small surplus 
in 1952. 

Table X shows the corresponding changes in the public debt of the 
Dominion Government. The table shows the “funded” as well as 
the ‘‘net”’ debt. The funded debt consists of the outstanding unma- 
tured funded debt and Treasury bills. It includes debt payable in 
New York and London, as well as in Canada itself. The net debt is 
drawn from a balance sheet statement and equals ‘total liabilities” 
minus the so-called active assets. In addition to the funded debt, 
total liabilities include the floating debt and such other liabilities as 
the Government’s obligations to insurance, pension, and guaranty 
accounts. The active assets include cash, loans, investments, and 
certain other assets. Among the active assets are the Government’s 
loans to the Canadian National Railways, the National Harbors 
Board, the Provincial and municipal governments, the United King- 
dom, and other foreign governments. The budgetary surplus or 
deficit is related to the changes in the net debt. 


TaBLE X.—Public debt of the Dominion of Canada 


Funded debt Net debt 


Close of fiscal year— Total in Total in 


millions of | Per capita | millions of | Per capita 
dollars 


1211, 411 


1 Assuming a population of 13.8 millionf or 1950; 13.9 million for 1951 and 1952, 
2 Estimated. 
* Not available. 


The funded debt was nearly five times as large at the close of the 
fiscal year 1947 as it was at the close of 1939. Thereafter the funded 
debt declined, the net reduction between 1947 and 1951 being about 
9 percent. The per capita funded debt increased from $301 on 
March 1939 to $1,313 on March 31, 1947, and subsequently declined 
to $1,081 at the close of the fiscal year 1951. 

For comparative purposes it may be helpful to note that the out- 
standing per capita interest-bearing debt of the Federal Government 
of the United States increased from $305 on June 1939, to $1,653 at 
the close of January 1951. 

The Dominion’s net debt increased over 300 percent between 1939 
and 1947, and subsequently declined. It is estimated that at the 
close of the fiscal year 1952 the net debt will reach a level about 12 
percent below the 1947 peak. The per capita net debt on March 31, 
1952, would then be nearly three times the per capita debt outstanding 
at the close of the fiscal year 1939 but about 21 percent less than at 
the close of 1947. 

O 








